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INTRODUCTION 

Current  conclusions  within  both  the  BRA  and  various  local 
Dorchester  organizations  indicate  that  the  Norwell  Street 
site  might  be  appropriate  for  low  and  moderate-income  residential 
development.   Development  planned  for  the  type  of  families  now 
in  the  area  would  include  a  high  percentage  of  large  units. 
Therefore,  solely  for  purposes  of  this  analysis,  the  following 
housing  mix  has  been  devised: 

100  Rehabilitation  Units 

« 

—  10   1  BR    @  900  square  feet 

—  20   2  BR    @  1100  square  feet 

—  40   3  BR    @  1225  square  feet 
~  30  4  BR    @  1350  square  feet 

100  New  Units 

—  10  1  BR  @  900  square  feet 

—  15  2  BR  @  1100  square  feet 

—  40  3  BR  ®   1225  square  feet 

—  35  4  BR  (a  1350  square  feet 

This  report  will  analyze  the  economic  feasibility  of  both 
new  and  rehabilitated  housing  for  low  and  moderate-income  families 
at  the  Norwell  Street  site.   Such  a  development  will  only  be 
possible  with  the  help  of  one  or  more  public  programs  and  the 
bulk  of  this  report  will  examine  the  effects  of  different 
programs  on  the  projected  rent  levels  of  the  development.   This 
report  will  focus  attention  on  the  programs  available  for 
construction  of  housing  for  moderate-income  families.   Given 
such  development,  the  BHA  or  MHFA  can  provide  housing  within  the 
development  for  low-income  families  by  purchasing  units  through 
the  Turnkey  program,  by  leasing  units,  or  by  paying  rent  supplements, 
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The  Norwell  Street  site  presents  a  common  development  problem 
-  -  a  number  of  small  parcels  which  must  all  be  assembled  to 
allow  the  site  to  develop  to  its  fullest  potential.   Assembly 
can  be  expedited  through  a  Chapter  121A  development  or  through 
declaring  the  site  an  Urban  Renewal  Area.   However,  the  Norwell 
Street  site,  without  a  rigidly  defined  organization  leading  the 
pro-development  forces,  might  present  an  interesting  opportunity 
to  experi'^ent  with  methods  of  voluntary  assembly,  such  as 
pooling  or  a  leasing  management.   Therefore,  this  report  does  not 
assume  development  by  a  121A  Urban  Redevelopment  corporation, 
although  it  does  assume  that  the  sppnsor  obtains  a  favorable 
"property  tax"  rate  of  15%  of  revenue. 

The  $810,000  land  acquisition  includes  the  brick  structures 
to  be  rehabilitated.   Land  site  preparation  and  construction  costs 
are  pro-rated  so  that  new  and  rehabilitated  units  have   equal  costs, 
(See  Appendix,  Section  One, A) .   Alternatively,  it  can  be  consid- 
ered that  rents  are  skewed  so  that  they  are  the  same  for  new  and 
rehabilitated  units. 

High  construct!  on  costs  and  interest  rates  make  it  impossible 
for  privately  financed  housing  to  serve  the  needs  of  even  moderate 
income  families.   Projected  rents  for  such  housing  at  the  Norwell 
Street  site,  under  a  non-profit  sponsor,  range  from  $285/month  for 
one-bedroom  units  to  $430/month  for  four-bedroom  units.   (See 
Appendix,  Section  Two,  A) .   However,  the  projected  construction 
costs  of  the  units  fall  between  the  FHA's  January,  1970  limits  and 
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projected  1971  limits  for  Section  236  interest  reduction  payments. 
With  Section  236  funds,  by  which  interest  on  mortgages  can  be  reduced  "  <■ 
to  1%,    a  sponsor  can  set  monthly  rents  as  low  as  $155  for  one-bedroom 
units  and  $230  for  four-bedroom  units.   (See  Appendix,  Section  Two,b) . 
A  family  with  a  $9000  income  would  pay  25%  of  income  for  a  two- 
bedroom  unit  under  such  a  rent  schedule. 

With  MHFA  financing,  a  non-profit  sponsor  can  set  rents  between 
those  possible  with  private  financing  and  Section  236  payments,  from 
$215  for  a  one-bedroom  unit  to  $320  for  a  four-bedroom  unit.   (See 
Appendix,  Section  Two,  c) .   A  family  "with  a  $12,500  income  would 
pay  25%  of  income  for  a  two-bedroom  apartment  under  such  a  rent 
schedule. 

Urban  Renewal  grants  can  further  reduce  rents  by  absorbing  some 
of  the  land  and  site  preparation  costs.   Although  it  is  unlikely 
that  the  City  will  receive  such  a  Federal  grant,  the  effects  of  a 
grant  which  reduced  land  and  site  preparation  costs  (excluding 
relocation)  from  $1,055,000  to  $500,000,  would  lower  monthly  rents 
by  $25  to  $40.   Given  such  a  grant,  a  non-profit  sponsor  with 
private  financing  would  set  monthly  rents  from  $260  for  a  one- 
bedroom  unit  to  $390  for  a  four-bedroom  unit.   (See  Appendix, 
Section  Two,  d) .   Section  236  payments  further  reduce  feasible 
monthly  rents  to  $140  for  one-bedroom  units  and  $210  for  a  four- 
bedroom  unit.   (See  Appendix,  Section  Two,  e) .   A  family  with  a 
$8200  income  would  spend  25%  of  income  on  a  two-bedroom  unit  under 
this  rent  schedule. 
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A  coFt-reducting  construction  breakthrough  appears  even  more 
unlikely  than  the  City's  receipt  of  Urban  Renewal  funds  for 
Norwell  Street.   However,  the  possibility  of  cost-reducing  modular 
housing  is  considered  to  examine  the  effect  on  rents.   If  new 
construction  ccs  t  decreased  from  $2,328,000  to  $1,596,000,  related 
reductions  would  decrease  total  project  cost  from  $6,094,000  to 
$5,500,000.   (See  Appendix  ,  Section  One,  a). 

Such  a  cost  reduction  ,  with  236  financing,  reduces  rents  $10 
to  $15  per  month.   Under  S  ction  236,  with  $5,500^000  project  cost 
and  an  Urban  Renewal  grant  of  $555,000,  monthly  rents  under  a  non- 
profit sponsor  would  range  from  $135/for  a  one-bedroom  unit  to  $200 
for  a  four-bedroom  unit  -  -  the  lowest  rents  considered  in  this 
study,   (See  Appendix,  Section  Two,  g) .   A  family  with  a  $7700 
income  would  spend  2  5%  of  income  on  a  two-bedroom  apartment  under 
this  rent  schedule. 

A  limited-divjdent  sponsor  need  not  charge  rents  higher  than  a 
non-profit  sponsor.   Sponsors  either  under  MHFA  and  Section  236 
programs  are  limited  to  a  6%  return  as  equity.  Charging  the  same 
rents  as  the  non-profit  sponsor,  a  limited-divident  sponsor  can 
earn  an  approximately  2%  as  equity,  as  calculated' by  both  MHFA 
and  the  FHA.   However,  Federal  tax  structure  allows  an  actual  after 
tax  cash  return  of  15-16<;:  on  $610,000  under  Section  236,  and  17-21% 
on  $610,000  under  MHFA.   (See  Appendix,  Section  Three). 
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In  conclusion,  development  on  the  Norwell  Street  site  can 
provide  housing  under  Section  236  for  families  in  the  $7000- 
$11,000  incon-e  class,  depending  upon  the  size  of  the  unit,  and 
assuming  that  families  spend  25%  of  their  income  on  housing. 
(See  Appendix,  Section  Two,  b,  and  Section  Three,  a).   The 
Urban  Renewal  and  reduced  construction  cost   programs  needed  to 
reduce  rents  further  will  probably  not  appear  in  the  near  future. 
Arrangements  with  the  BHA  to  provide  low-income  housing  on  the  .site, 
through  leasing  and  rent  supplement  progreims,  will  serve  families 
eligible  for  public  housing.   However,  genuine  "moderate-income 
families",  those  with  income  between  the  public  housing  level  and 
the  $7, 000-$ll, 000  level  for  which  this  development  appears  suited, 
will  not  be  able  to  afford  the  projected  housing  on  Norwell  Street 
unless  there  appears  additional  subsidies  which  are  not  now  avail- 
able. 
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Section  One  -  Cost  Assumptions 

a.   Capital  Costs 

Site  Acquisition  $  810,000 

Site  Preparation  (1)  $  545,000 
Construction  Costs  -  Rehabilitation  (2)   1,800,000 

Construction  Costs  -  New  (3)  2,328,000 

Architect's  Fees  (4)  223,000 

Building  Permits  (5)  14,000 

Legal  Fees  (6)  ^        86,000 

Interest  on  Construction  Loan  (7)          288,000 

Total  Improvement  Cost  $5  284  000 

Total  Project  Cost  $6,094,000 

In  anticipation  of  possible  advances  in  the  development  of 
moderate  housing,  which  could  substantially  reduce  construction 
costs,  an  estimate  of  capital  costs  has  been  made  with  new  con- 
struction costs  reduced  $12/sq.  ft.  from  $l7.50/sq.  ft.  Such  a 
reduction  results  in  construction  cost  for  new  units  of  $1,596,000; 
total  improvement  cost  of  $4,690,000;  and  total  project  cost  of 
$5,500,000(8) . 

b.   Operating  Costs 

Expenses  (9)  ^   197,000 
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Section  Two  -  Rent  Estimates  under  Non-Profit  Sponsor 

a.   "Market"  Rents 

Assumptions 

— 8%%,  40-year  mortgage  for  100%  of  investment 

— Payment  in  Lieu  of  City  Property  Tax,  amounting  to 
15%  of  rental  income 

— Project  Cost  of  $6,094,000 

— 0.5%Annual  Depreciation  required  by  FHA  as  replacement  reserve 

Estimates 

* 
Operating  Cost   $197, OOO/year 

— Depreciation  J^  30,000       >  .    ' 

— Debt  Service   $541,000 

— Monthly  Rent  Schedule 

1  BR   $  785 

2  BR   .  345 

3  BR   .  390 

4  BR   .   430 

b.   Rents  with  Section  236  Interest  Reduction  Payments 
Assumptions 

— 1%,  40-year  mortgage  for  100%  of  investment 

— Payment  of  15%  of  revenue  in  lieu  of  City  Property  Tax 

— Project  Cost  of  $6,054,000 

— 0. 5%Annual  Depreciation 
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Estimates 

— Operating  Cost   $197, 000/year 
— Depreciation   $30,000 
— Debt  Service   $183, OOO/year 
— Monthly  Rent  Schedule 

1  BR   $155 

2  BR   185 

3  BR    205 

4  BR    230 

c.   Rents  with  MHFA  Financing 
Assumptions 

— 5  3/4%,  40-year  mortgage  for  100%  of  investment 

— Payment  of  15%  of  revenue  in  lieu  of  City  Property  Tax 

— Project  Cost  of   $6,094,000 

— 0.5%  Annual  Depreciation 
Estimates 

— Operating  Cost   $197, OOO/year 

— Depreciation   $30,000 

— Debt  Service   $348,000 

— Monthly  Rent  Schedule 

1  BR   $215 

2  BR   260 

3  BR   290 

4  BR   320 
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d.   Rents  with  Urban  Renewal  Write-Down 
Assumptions 

— 855%,  40-year  mortgage  for  100%  of  investment 

— Payment  of  15%  of  revenue  in  lieu  of  City  Property  Tax 

— Total  Project  Cost  of  $6,094,000 
Project  Cost  to  developer  of   $5,039,000(10) 

—  0.5%  Annual  Depreciation 
Estimates 

— Operating  Cost   $197,000/year 

— Depreciation   $30,000 

— Debt  Service   $471,000/year 

— Monthly  Rent  Schedule 

1  BR  $260  , 

2  BR    315  7 

3  BR    350  , 

4  BR    390 

e.   Rents  with  Urban  Renewal  Write  Down  and  Section  236  Interest 
Reduction  Payments 

Assumptions 

— 1%,  40-year  mortgage  for  100%  of  investment 

— Payment  of  15%  of  revenue  in  lieu  of  City  Property  Taxes 

— Total  Project  Cost  of   $6,094,000 

— Project  Cost  to  developer  of   $5,039,000(10) 

— 0.5%  Annual  Depreciation 
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Estimates 

— Operating  Cost   $197, OOO/year 
— Depreciation   $30,000 
— Debt  Service   $151, OOO/year 
— Monthly  Rent  Schedule 

1  BR  $140 

2  BR   170    /'■ 

3  BR   190 

4  BR   210   -■  - 

ft 
f .   Rents  with  Urban  Renewal  Write  Dovm  and  Anticipated  Modular 
Construction 

Assumptions 

— 8%%,  40-year  mortgage  for  100%  of  investment 

— Payment  of  15%  of  revenue  in  lieu  of  City  Taxes 

— Total  Project  Cost  of   $5,500,000(8) 

— Project  Cost  to  developer  of   $4,445,000(11) 

— 0.5%  Anjiual  Depreciation 
Estimates 

— Operating  Cost   $197, OOO/year 

—  Depreciation   $  27,000 

— Debt  Service   $395,000 

— Monthly  Rent  Schedule 

1  BR   $  230 

2  BR    280 

3  BR    310 

4  BR    340 
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g.   Rents  with  Urban  Renewal  Write  Down,  Anticipated  Modular 
Construction,  and  Section  236  Interest  Reduction  Payments 

Assumptions 

— 1%,  40-year  mortgage  for  100%  of  investment 

— Payment  of  15%  of  revenue  in  lieu  of  City  Taxes 

— Total  Project  Cost  of   $5,500,000(8) 

— Project  Cost  to  developer  of   $4,445,000(11) 

. —  0.5%  Annual  Depreciation 
Estimates 

— Operating  Cost   $197, 000/year 

— Depreciation   $27,000 

— Debt  Service   $133, 000/year 

— Monthly  Rent  Schedule 

1  BR   $135 

2  BR    160 

3  BR    180 

4  BR    200 

h.   Rents  with  Urban  Renewal  Write  Down.  Anticipated  Modular 
Construction,  and  MHFA  Financing- 
Assumptions 

— 5  3/4%,  40-year  mortgage  for  90%  of  investment 
— Payment  of  15%  of  revenue  in  lieu  of  taxes 
— Total  Project  Cost  of   $5,500,000 
— Project  Cost  to  developer  of   $4,445,000(11) 
—  0.5%  Annual  Depreciation 
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Estimates 

— Operating  Cost   $197, 000/year 
— Depreciation   $27,000 
— Debt  Service   $254,000 
— Monthly  Rent  Schedule 

1  BR   $180 

2  BR   215 

3  BR    240 

4  BR    265 
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Section  Three  -  Rent,  Income  and  Cash  Flow  Estimates  Under  Limited 

Dividend  Sponsor 

Illustrative  Example 

a.   Estimates  with  Section  236  Interest  Reduction  Payments 
Assumptions 

— Project  Cost   $6,094,000 

— Operating  Cost   $197,000 

— 1%,  40-year  mortgage  for  90%  of  investment 

— Payment  of  15%  of  revenue  in  lieu  of  City  Property  Tax 

— 2^%  Annual  Depreciation,  taken  at  200% 

— Monthly  Rent  Schedule  derived  in  Section  Two  (b) 

1  BR  $155 

2  BR   185 

3  BR    205 

4  BR    230 
Estimates 

Year  1 

Gross  Income  $483,000 

Operating  Expenses  and  Property  Tax  Payment  269,000 

Debt  Service               •  165,000 

— Interest  Payment  54,000 

— Mortgage  Amortization  110,000 

Depreciation  264,000 

Taxable  Income  -105,000 

After  Tax  Cash  99,000 

After  Tax  Cash  as  Percentage  of  Equity  16% 
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Year  15 

Gross  Income  $483,000 

Operating  Expenses  and  Property  Tax  Payment  269,000 

Debt  Service  165,000 

— Interest  Payment  38  OOO 

— Mortgage  Amortization  127,000 

Depreciation  264,000 

Taxable  Income  _gQ  qqq 

After  Tax  Cash  92  000 

After  Tax  Cash  as  Percentage  of  Equity  15=^ 

Estimates  with  MHFA  Financing 
Assumptions 

— Project  Cost   $6,094,000 

— Operating  Cost   $197,000 

— 5  3/4%,  40-year  mortgage  for  90%  of  investment 

— Payment  of  15%  of  revenue  in  lieu  of  City  Property  Tax 

— 2^5%  Annual  Depreciation,  taken  at  200% 

— Monthly  Rent  Schedule  derived  in  Section  Two  (c) 

1  BR   $215 

2  BR    260 

3  BR    290 

4  BR    320 
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Estimates 


Year  1 


Gross  Income  $677,000 

Operating  Expenses  and  Property  Tax  Payment  299,000 

Debt  Service  349,000 

— Interest  Payment  314,000 

— Mortgage  Amortization  34,000 

Depreciation  264,000 

Taxable  Income  -200,000 

« 

After  Tax  Cash  175,000 

After  Tax  Cash  as  Percentage  of  Equity  21% 

Year  15 

Gross  Income  $677,000 

Operating  Expenses  and  Property  Tax  Payment  299,000 

Debt  Service  349,000 

— Interest  Payment  272,000 

— Mortgage  Amortization  77,000 

Depreciation  264,000 

Taxable  Income  -158,000 

After  Tax  Cash  105,000 

After  Tax  Cash  as  Percentage  of  Equity  17% 
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NOTES 

(1)  Itemized  Site  Preparation 

Business  and  Residential  Relocation  $200,000 

Demolition  175,000 

Utilities  170,000 

— Water  $45,000 

— Sewer  and  Drain     75,000 

— Road  and  Street     50,000  

Total                             .  $545,000 

(2)  100  units  of  Rehabilitated  Housing  (§)  $18,000/unit    $1,800,000 

(3)  100  units  of  New  Housing 

— 10  1  BR  @   900  sq.  ft.  9,000 

— 15  2  BR  (a)  1100  sq.  ft.  16,000 

— 40  3  BR  (3  1225  sq.  ft.  49,000 

— 35  4  BR  @  1350  sq.  ft.  47,000 

— Total  Apartment  Area    121,000  sq.  ft. 
(plus  10%  common  area)    12,000  sq.  ft. 

— Total  Area  133,000  sq.  ft. 

@$l7/50/sq,  ft.  $2,328,000 

(4)  Architect's  fees  are  estimated  at  5%  of  construction  cost  for 
new  units  and  6.5%  of  construction  cost  for  rehabilitated  units. 

(5)  Building  permit  cost  calculated  at  $5.00/$l,000  for  first 
$1,000,000  of  construction  cost  and  $2.50/$l,000  for  next 
$4,000,000  of  construction  cost. 

(6)  Legal  fees  are  estimated  at  1.5%  of  project  cost. 
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(7)  Interest  estimated  at  9.5%  of  project  cost,  plus  1,5%  placement 
fee. 

(8)  Itemized  Capital  Cost  with  Reduction  on  New  Construction 

Land  Cost  $     810,000 

Site  Preparation 

see  Note  (2)  $   745,000 

Rehabilitation  Construction  1,800,000 

New  Construction  1,596,000 

— 133,000  sq.  ft.  @  $12/sq.  ft. 

Architect's  Fees  197,000 

Building  Permits  *  13,000 

Legal  Fees  77,000 

Interest  on  Construction  Loan  262,000 

Total  Cost  Improvements  4,690,000 

Total  Project  Cost  5,500,000 

(9)  Operating  Expenses  for  263,000  sq.  ft.  of  housing 

@  $0.75/sq.  ft.    $197,000 

(10)  Land  Cost  and  Site  Preparation  $1,545,000 
-Selling  Price  of  Proposed  Site  to  Developer         -500,000 

Write-Down  absorbed  by  Government  $1,045,000 

Project  Cost  to  Developer  .  $5,039,000 

(Total  Project  Cost  minus  Write-Down) 

(11)  Write  Down  $1,045,000 

— see  Note  (10) 

Project  Cost  to  Developer       $4,445,000 

(Total  Project  Cost  with  Modular  Construction,  minus  Write-Down) 
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